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PREPAC & 


One of the most significant issues on which the battles 
of the second session of the eighty-sixth Congress probably 
will be fought is the little publicized, little understood 
controversy over the advisability and even the legality of 
continuing to finance a number of important government act- 
ivities through so-called public debt transactions. 

This paper explains how this “device” works, the methods 
used in this "backdcor” approzech, and the views of those 
supporting this method of finance 68 well as the views ot their 


opponents. 
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I. HATURE OF THe THANGACTION 


the public debt transaction can be better understood 
after an examination of the public debt itself ané the appro- 
priation process which critics of the public debt transaction 
allege is bypassed. 


ihe Public Debt | 
Money which is borrowed by the Treasury and not yet 
repaid is called the public debt. Most borrowing is from the 


public, but the Treasury also borrows froe the larger trust 


a —— aha 


funds which have authority toe invest in Government securities. 

A few Government enterprises borrow directly frem the 
publie. These borrowings are not part of the public debt. 

The Government guarantees certain of these securities but not 
all of them. 

A debt limit, establishec by statute, controls all but 
@minor part of the public debt and all of the Government- 
guaranteed debt cf Government enterprises, {tt is «a control 
over the total debt that can be outstanding at any one tine. 

the budget surplus or deficit is the principal facter 
which determines the emount by which the public debt increases 
or cecreases from year to year. Other factors may also affect 
the debt: the drawing down or building up of the Government's 
cash on hand and its bank balences (together with the change 


in checks outstanding and deposits in transit), and the use | 
1 | 
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of corporate debt and investment transactions by the Govern- 


ment's public enterprise funés.+ 





Most Federal agencies have to run the congressional 
geuntlet twice to get funds for their programs. First, the 
program is authorized by the regular legislative committees. 
The authorization law defines the fremewerx end iimits of the 
program and sust clear voth the Senate and House. it includes 
a section which "suthorizes to be appropriated" certain amounts 
to carry out the program. ihis coes not actuelly appropriate 
the funds. Second comes the appropriation bill. This actue 
ally draws the woney from the Treasury by directing the Sec- 


retary to turn over a certain amount of money to the agency 





wmndling the program. This agency must go back to the appre- 
priations committees each year and request further appropri- 
ations to carry on its progran. 

From the Treasury's point of view, this double loox has 
obvious advantages. Authorisation bills ere frequently passed 
under the spur of some unuswal event or crisis; the second 
cheex gives time for a calmer second lock. Legislative coz- 
mitess tend to have a vested interest in their subjects; the 
House Agriculture Committee wants to spend as much as possible 
for the farmer, and the Nouse Banking Cowmittee as much as 


possible for housing. The appropriations committees can weigh 








loos. Bureau ef tie Budget, f ec Ju og 
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all these demands against each other. 

The eauthorizeticn bill is normally handled by the leg- 
dslative committees having responsibility for the vrograms 
being considered. ihe ejppropristicns committees handle the 
eppropriation bill and can only appropriate up to the amount 
authorized in the authorization bi11.° 

There are Some ceses, such as interest om the public 
debt, where permanent authority exists and whatever amounts 
are needed become automatically available each year, without 
eny action by the Congress. Authorization and eppropriation 
are related in three ways: (1) euthorizstion is usually in a 
separate law, which must be followed by a specific appropris- 
tion act, (2) authorization is contained in the appropriation 
act, (3) the authorization act itself provides the contracting 
and spending authority. It is this last category that gives 


rise to the issue of backdoor svending. 





Backdoor finaneing is eccomplished by writing spending 
authority into the original authorizing act. This eliminetes 
all review--original and annuale-by the appropriations commit- 
tees. The initial authorization bill setting up the program 
gives the agency involved authority tc spend from the publie 
debt receipts by borrowing the money directly from the Tress- 


wry. No further accounting toe Congress is necessary until it 





“there is no requirement that the amounts authorized to 
be appropriated in an seutnorization ect be matched by actual 
appropriations. fhe fact is thet many billions of dollars 
have been authorized which have not been appropriated. 
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4, 
needs additionel borrowing authority. 


fhe theory of authorizations tc expend from public debt 
receipts is built upon the relatively simple proposition that 
it is expected the outlay of funds from the ireasury will be 
repaid at some future date, ihis is in contrast to ordinary 
appropriations for the general support of the Government where 
no return to the ireasury is expected. 

Since it is most usually employed in Gevernment lending 
programs or in the flnencisl operations of Government corpora- 
tions, it is argued that this provides a sounder way of pro- 
viding capital then normal appropriations, Under closer 
inspection, however, this argument is deficient since Congress 
Goes not resort te the use of the public debt transaction 
technigue in ali financial problems of this type. For example, 
in meny activities which reguire initial capital to conduct 
& program Simulating the normal operation of a business, 
Congress appropriates the necessary funds through the reguler 
appropriations process. It is expected also thst these sundry 
Government “business type" activities financed through appro- 
prietions will repay the capital to the ireasury when their 
usefulness has ended. 

The public debt transaction technique has at times been 
used in programs where there was a tacit understanding that 
the funds may not be fully repaid to the freasury. Por 
exampie, it has been the practice of Congress to periodically 
increase autnorizations te expend from public debt receipts 
for the Commodity Credit Corporation. fhis Government organ- 


ization 1s involved in buying surplus agricultural products 
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7 
end in reselling them; and it is tacitly if not officially 


recognized that this subsidy program cannot be conducted with- 
out a loss. On several occasions Congress has had to provide 
it with relief by cancelling the cbligations held oy the 
Treasury. As of June 19, 1957, the ireasury vepartment re- 
ported that there had been cancellations of over ¢3 billion 
for this activity. On May 26, 1958, the Commodity Credit 
Corporation owed the Treasury §11 billion. 

More recently the cevice has Deen used for programs 
usually financed by approprietions with the frank intention 
of by-passing the annual review by the appropriations commit- 


tose." 


How it came about 

Prior to the Civil War, each committee of Congress 
handled its own appropriations. But when the national debt 
became so large in 1865, Congress decided that some agency wes 
neeced to take a "second lock.” Needed was an agency which 
would consider the overall picture and aid the Government in 
handling the national debt. So the appropriations committees 
were created. fhe jurisdiction of the other committees to 
handie appropriations bills was taken from them. 

The creation of the Heconstructicon Finance Corporation 


in 1932 marxed the first recognized departure from the regular 





Schamber of Commerce of the tinited States er's 
9 faxpeyer's 
beller, Vol. 73 NOs &, (July, 1958), pe Ze 


‘charles es = "Backdeer Spending Dodges Congress! 
Control," Hhatic = 20 C335 (Gctober, 1958) r) Pe 49, 
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appropriations process. in January, 1932, in order to meet 
the emergency situation caused by the depression, the Senste 
Banking and Currency Committee adopted « new procedure to 
finance RFC activities. ihe econstruction Finance Corporation 
fet, authorized the agency tc sali its obligations directly to 
the Treasury, the purchase of these obligations to be treated 
&S a public debt transaction. this direct borrowing from the 
Treasury obviated the necessity of obtaining approval of 
Congressional appropriaticns committees. ihis method of appro- 
priating funds from the Treasury in e legislative bill set the 
precedent for backdoor spending. 

In the 30's the principal functions flinenced were three: 
(1) relief from the economic emergency, (2) housing construc- 
tion, (3) ald to agriculture. Housing and aid to agriculture 
have continued te be dominant purposes in the quarter of a 
eentury during which this form of financing hus been used. 
Suring world war II and again during the Sorean conflict, 
various national defense or war purposes vere also financed 
by use of this device. Tables 1 and 2 on page 7 show the 


programs financed in this manner since World war Ii. 


The Froblem 

All expenditures except gublic debt transactions are 
subjected to scrutiny by the appropriations committees in 
terms of over-all spending. 

In establishing the appropriations committees as stand- 
ing committees, Congress recognized that each of the legis- 


lative committees is concerned with some specific function or 
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TABLE 1 


FPEDBRAL ACTIVITIES FIMANCED BY BORROWING PACH LEE 
TREASURY WHICH BY=PASGEL TRE APPROPRIATIONS 
PROCESS (1946-1959 INCLUSIVE) 


Authorizations 
Activity in Millions 


Commodity Credit Corporation . . 6. 1. « « « « «© $12,392.8 
Federal National Mortgage Association . . .« » « e« 6,865.0 
International Bank for Heconstruction 

and Development (subscriptions) . . .« « « « « « 6,350.9 
Export-Import ie wei wee heen ee esse 4, 99.0 
Credit Line to United Xingdom . . + » «© « «© «© » « 35759.9 
Pederal Deposit Insurance Corporation 


(inswrance of deposits) . . .« « « « « © © es « e 3,299.0 
Defense production activities . . . « » « »s « « » 2,616.2 
Internaticnal Monetary Pund (subscriptions) ... 25325. 
Reconstruction Finance Corporation .. . +. e 1,669.8 
Foreign &1a TROGVOR 4G ss wa wm swe wn ees ees 1,583.3 
Slum Clearance Loans . . 2+ « « © © «© © «© © © 2 1,959.0 
Federal liome Loan Banks (insurance of deposits) . 1,090.9 
Veterans Loan rrograms oes e © © © © © © © @ @ @ 933.1 
Cellege Kousing Loams . ss « « «© «© © «© © © © © 2 925.9 
Pederal Savings & Loan Insurance Corporation 

(insurance of deposits) . . . «6 «ss «© ee ee 750.0 
Public Housing Administration . . « « « « «© « « « 705.6 
Damee Impevveme@ ss s« «+ © sb se eo eee ewe eH 540.0 
St. Lawrence Seaway Corporation . . « «se sesee 140.0 
Deane Paeellity loans 6s se we st te te ete hhh 190.9 
oe eat Le ee ee ee ees 1 eS Se So 182.7 

Total $51,188.7 


TABLE 2 


RECAPITULATION OF YEARLY BORROWINGS FROM THE 
TREASURY WHICH BY-FASSZD THE APPAGFRLAYIONS 
PROCESS, 1946-1959, INCLUSIVE 
(In Millions) 


1946 *e © @ @ @ #6 874.0 195 ee &€ @ @ @ é1 546. 
13 * e©@ © @ @ @ 23058. 3 195 oo e«f @ @ @ tie 
19% ee @# @ @ # ® 3,900.9 1955 oe ff © # @ 2 5649.3 
1949 . 2 6 os © © 1,700.0 1956 sn we ew 62572140 
1950 e* e© ©» @ @ @ 6,547.3 195 swe wee see f 
19 1 ew & we @ 2, 54.2 195 ee *# * 927%. 
1952 >e& sete & 2,374 1959 a ££ ss © . — 
ictal $ 1,155.7 


Source: Magazine of Wall Street, September 26, 1959. 
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area of the nation's activities. Thus the views cf the 
legisletive committees are more specialized and narrow, and 
are usually analyzed in terms of their specific interest 
rather than the total impact on tne Government and the nation. 
In fact, the legislative committees ordinarily do not have 
comprehensive infermation om the nation's finances before them 
when considering their specialized subjects. ihe appropria- 
tions committees provide a check upon the zeelousness of the 
legislative committees to insure that funds are adequate and 
properly used in terms of total demands om the ireasury. the 
appropriations committees have been described by Nepresenta- 
tive Cennon, Chairman of the House Appropriations Committee, 
as the “saucer in which the hot cup of legislative tea is 
poured to cool." ? 

Cireumventing control by the appropriations committees 
in the use of this device has peen justified on the technical 
grounc that Congress intended that the apprcepriations commit- 
tees consider only expenditures "for the support of the 
Government." It is argued that money made avallable through 
the public cebt transacticn technique is not for the support 
of the Government but is used by agencies to support or assist 
certain segments of the nationel or international economy, and 
efforts to bring these under norms] uppropriations controls 
are stiffly resisted. This, ef course, involves some falla~ 


cious reasoning sinee the impact on tne [Treasury 1s basically 





; Chamber of Commerce of the United States, op. cit., 
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the same. 

Some feel that this device can be used to push the 
national devt te over $4°0 billion, te increase the Federal 
deficit, and to increase inflation as additional Federal 
agencies are freed from congressicnal upprovel or review of 
their spending pr rograns. © 

Chairman Cannen of the House Appropriations Committee 
has said: 


With the public debt trensaction, agencies just go ahead 
year after year taking money out of the Treasury with no 
accounting. fhe result is that we are on the way to 
spending billions of dollara, 


On the other hand, Senator Lyndon Johnson stated on 
August 21, 1959: 


Ferhaps a few additional werds should be said about the so- 
called backdoor finaneing. No one knows exactly whe 
coined this phrase but it succeeds in giving the lmpres- 
gion that there 13 Something wrong with providing spend- 
ing authority outside of an eppreoprietion bill, but this 
is just net so. Hegardless of whether spending authority 
is provided in an appropriation bill or by an suthoriza- 
tion bill, the same congressional and Presidential action 
is required to enact the spending authority inte law. 

the only real difference is that the preliminary work is 
handied by a different set of committees sefore the bill 
in question is acted upon. 


So the problem centers in this question: Should the 


granting of authority for agencies to create obligations or 





°seib, locs cite, p. +8. 
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guthority, doth ‘Congey Tat S@S8e5 1959, Senate Doc. 67, Pe 3. 
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to spend be srevented except on the basis of approprietion 


bilis reported by the approprietions committees? 





I can get no remedy against this consumption of 
the purse: borrowing only lingers and lingers it 
out, but the disease i38 incurable. 


Williem Shaxespeare (King Henry IV, fert II) 
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Il. MeTHODS OF BaCaADOOGR SPENDING 
The following discussion covers the salient points of 


each of the principal methods of backdoor spending. 





& bill authorizing a certsin program of Government will 
provide for funis for this program in language that ean be 
boiled down to this: the head of the agency is autnorized to 
issue notes or cther types of cbligations for sale to the 
Secretary of the freasury; the Secretary is directed to buy 
such notes when the agency head presents them; the Secretary 
is authorized to sell Government bonds to the public to get 
the money to buy the notes with; and, finally, the Secretary 
is directed to treat the purchases, sales, and redemptions of 
the notes as a public debt transaction. thus the name "public 
debt trensaction" is derived. 

So, Congress has authorizec a program of the Government; 
the Treasury has raised the money te finance the program ang 
hes loaned the money to the agency edministering the program; 
end the agency head has spent the money to carry cut the 
program. se Treasury hes some “notes” from the ageney to 
show for the loan, The language in the authorization act has 
not mentioned the word "“appropriction"; the whole trensaction 


hes taken place outside the appropristion process. 
11 
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Contract authorizations empower an agency to incur 
obligations prior to being granted an eppropriation by 
Congress. the obligations incurred are liquidated in a sub-e 
goquent year with funds provided in an approprietion bill. 

The first such authorizaticns were voted by Congress 
in 1789.14 In 1942 Congress enacted contract authorizations 
totaling more than $19 billion. Uvring world war II and in 
the inmediate postwar period, contract authorization in lieu 
ef direct appropriation enjoyed quite a vogue both in esti- 
mates submitted in the budget and in ap¢propriation acts. ix- 
perience during this period led the Committee on Appropria- 
tions of the liouse and the Bureau of the Budget to bring this 
practice virtually to an end during the acrean War, © 

Contract suthorization involves languege authorizing the 
agency head to "enter inte contracts" to carry out the partic- 
ular program or project involved. Unlike the other devices, 
this one cces not convey authority to draw money from the 
Treasury. The appropriation to pay of f the contracts is re- 
guested through the regular appropriations frocess but the 
trouble is thet at this point the role of the eppropriations 


process is essentially ministerial--a contract, once made, 





Isec. 3, of an act of august 7, 1789 (1 Stat. 1-54) 
authorized the Secretary of the Treasury to enter into econ- 
tract for the construction of lighthouses without making en 
appropriation therefor. 


“George X. Harvey, a repeal fps in Federal 
Budget Procedure," blic ind stz . XVIT 
(Spring 1957), Ps 119. 
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must be honored. As a practical matter, this precludes the 
Congress from exercising its will each yeer on the dimensions 
of Federal spending to thet extent. It has the effect of 
insulating just that much of the budget from effective annual 
review. 

Contract authorizations totaling $31.6 biliion heve been 
provided by Congress during the 1946-59 period. As shown in 
Table 3, $18.4 billion was provided in legislative acts and, 


thus, constitutes backdoor spending authorizations. The re- 
maining $13.2 billion was granted in appropriation bills 
through the regular appropriations process, Most of these 
latter authorizations were provided in the fiscal years 1948- 
1951 when a substantial part of total precurement and con- 
struction obligations were incurred under contract euthori- 


zations. - 


TABLE 3° 


PROGRAMS FOR WHICH CONTRACT AUTHORIZALIONS Ab 
FROVIDED IN LEGISLATIVE ACTS AND BXY-PASSING TH: 
APPROPRIATIONS PROCESS (1946-1959 FLRICD} 


Authorizations 
in Fillions 


Righway Programs (Budget Accownts) ... . o7 51923- i 
Highway Programs (Trust Fund 1957 through 1959) 9830. 
Slum Clearance Grants (1950 through 1959) . . + « 1,250. ° 
Civilian Airports (1948 through 1951 

and 1956 through 1959) . «i 2. 2 ee ew eee 


woechdet he 
Total $18 408.9 
@source: Magazine of Wall Street (September 26, 1959) p. 17. 





3couneil of state Chambers +4 Commerce, | 
Facts, Bulletin No. 172, (August 4, 1959), p. ; 
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Revelving funds have been established from time to time 
to finance a ccntinuing cycle cf operations «ith receipts 
derived from such operations available for use by the fund 
without further action by the Congress. Scmetimes a good case 
ean be made for certain types cf "housekeeping" services to be 
handled this way, and there is sometimes plausibility te the 
argument advanced in other tyyes, but a principal fault of this 
technigue is that there is almost alwseys no required annual 
review anc acticn by the Congress. 

An example of this type of financing is the Defense 
Production Act Revolving Fund. fhis fund was set up in 1956 to 
stimulate production of critical materials and minerals. litle 


III of the Defense Froducticn Act authorizes borrowing up to 


$2.1 billion from the Treasury. * 





The concept of the Government corporation was introduced 
during world War I, but the few corporations established st 
that time were liquidated efter the war. a large nwesber of 
corperations were organized during the 1939's. ithe principal 
argument for this organization was that it made possible a 
degree of flexibility and adaptation to changing circumstances 
thet could not be achieved by the regular Covernment depart- 


ments which were subject to the rules laia down by statute or 








bos. Congress, venate, Det ( 5° 5GF" 
futhority, 85th Cong. , 26 Se88. 5 ioe a ’ 2091, Pp. 
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or by administrative regulation, and subject also to the oper- 
ating limitations set by appropriztion aets. It was quickly 
found, however, that the indepencent corporations were too free 
ef control and were not responsible either to Congress or the 
General Accounting Office. come degree of correction was 
introduced by the Government Corporetion Act of 1985, which 
required them tc submit certain budget data. 

ihe corporation is financed from the lreasury in a 
variety of ways. It mey be provided with initial capital by 
approprietion or by public-debt transactions. It is usually 
permitted to borrow from the Treasury up to eae specified limit. 
In ease of impairment, its capital is made good elther by 
appropriation or by cencellation of its coligations to the 
Treasury. In addition, the resources of the corporation can 
be ineressed by regular eppropriations. Yhe corrcration is 
intended to be financed by these devices on a longer-term basis | 
than is an agency financed with annual appropriations. 

in addition to these external scurces of finance, the 
corperation is allowed to use its receipts (from loan repay- 
ments, sale of products, etc.) to finance further operations 
or to pay dividends te the Treasury, without congressional 
appropriations. fhe corporation thus avoids the previsicn of 
the Constitution that expenditures from the Treasury must flow 


from eppropriations, since its receipts, technically, never go 


inte the Treasury. 





Private and public relief laws contain provisions 
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directing the Secretary of the Treasury to pay the amounts 
thereof out of moneys in the lreasury not otherwise appropria~- 
ted. fhe language usually reads es follows: 


Be it enacted by the Senate and House of Jepresentatives 
of the United States of america in Congress assembled, 
That the Secretary of the Treasury is euthorized and 
directed to pay, out of any money in the Treasury not 
otherwise appropriated, to T.Sgt. walter Casey, 608179, 
U.S. Marine ECrps, of North Andover, Mass., the sum 

of £270.02. 


C 
om : re 
en , F 





Congress hes on ae few occasions used this device to 
replenish the funds of an agency toe continue operations. It 1s 
a very simple piece of language--and again, it can successfully 
by-pass the regular appropriations process. 

To illustrate how it works, assume thet an agency, under 
the public debt transaction device, has a $1 billion authority 
to borrow from the Treasury. Assume further that it has 
berrowead the $1 billion and issued notes tc the freasury as 
evidence therecf. Assume further that the agency has svent 
most or all of the $1 billion and reperts te Congress that it 
needs §1 billion more to continue its operations. Congress 
eould increase the $1 billion authority te $2 billion (again a 
public debt transaction), or it could, as it has en ececasion, 
direct the Secretary cof the treasury to "cancel" the $1 billion 
ef notes which he holds from the particular agency head. fie 


thereupon marks them’"paid" or "cancelled." The egency head 








70.8. 3 atls $°8 e + : REUSE A aS ». ae ) 86th Cong. 9 ist HOSS. 9 
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1 f 
then no longer owes the ireesury anything--but the original 
authority to borrew $1 billion from the Treasury was not 
changed. In the bill directing cancellation of the notes, 
Congress seid nothing about wiping off the borrowing authority 
--it still stands. So, as soon as the Secretary marks the 
notes "paid", the agency head cun go to the Treasury with $1 
billion cf new notes and borrew another billion dollars against 
the original $1 billion authority, take the money, return to 
his agency, and start spending his second billion. Again, 
the word “appropriations” has never been used but snother 
billion dollars has been removed from the Treasury and put to 


the support of a program of Government. 





Annual income twenty pounds, annual expenditure 
nineteen six, result happiness. Annual income 
twenty pounds, annual expenditure twenty pounds 
ought and six, result misery. 


(kr. Micawber) 
Charles Dicxens, (David Copperfield) 
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Til. RENSsED CONGHESSICHAL INTEnhoT 


Since 1930, members of the appropriations committees have 
been aware that public debt transactions opened a dangerous 
breach in their powers, but an effort was not made to stamp 
out the spreading practice until 1949. In that yeer a point of 
order was made from the floor of the House of Representatives 
to the effect that tne transactions were in fact approprisetions. 
If the point of order had been sustained, all public debt 
transactions would henceforth have required hearings and appro~ 
val by the Heuse Appropriations Committee. Congressman Boggs 
of Louisiana, in the Chair at the time, ruled: 

Appropriations in its usual and customary interpretation, 
means taking money out of the [Treasury by appropriate 
legislative language for the support of the general 
functions of the wovernment. the language befere us does 
not do that. 
futhorizing the lreasury to use the procedure of public debt 
transactions for the purpose of making loans, Boggs maintained, 
did net constitute an approprietion. 


In March, 1957, the House appropriations Committee 





lit is the right of every member who notices a breech of 
order or of a rule to insist upon its enforcement. This is 
called raising a question or point of order, because the 
member puts to the presiding officer the question as to whether 
there has been a breach of order or of the rules, it being the 
duty of the presiding officer to maintain orcer and enfcrce 
the rules. (Mason's Manual of Legislative Frocedure) 


@james Reichley, “Battle at the Beek Door,” Ihe Prog- 
ssive, (Januery, 1960), pe 29. 
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pointed out in a report thst "a substantial segment" of new 
authority to obligate the Government is insulated from effect- 
ive annual control by such items as the public debt transae- 
tion. The Committee stated further: 
Unfortunately the practice seems to be growing. As it 
grows, the basis for effective annual determination of 
expeniiture levels shrinks. the Congress cannot continue 
to place large segments of the budget beyond reach of 
annual determination without further seriously impairing 
the practical limits of exercise of effective control of 
the purse through the traditional means of the appropris- 
tions bills. 

In the last three years, there has been a growing concern 
in Congress over the use of the backdoor to the Treasury. The 
backdoor approaches showed up in alarming proportions in the 
second session of the eighty-fifth Congress (1958). Several 
of the borrowing bills slid through that Congress on the wave 
of antirecession fever that dominated the early months of the 
session. An emergency housing bill became law authorizing 
housing agencies to spend an additional $1.9 billion through 
Treasury borrowing and other devices free from appropriations 
committee control. A $2 billion increase in the Export-Import 
Bank's lending authority used the borrowing route. the Senate 
passed borrowing authority for $1 billion of loans for commun- 
ity feeilitiess; 250 million in loans and grants to areas of 
chronic unemployment; $250 million of long-term loans and 
equity investments in small business, and $350 million of sub- 


sidies for the mining industry. * 





3geib, loc. cit., p. 56. 
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After the housing and Export-Import Bank bills became 
law, House members began to feel mounting concern over the 
device. They demanded changes. the Rules Committee forced 
the Banking Committee to change from borrowing to appropria-~ 
tions for the community facilities loans. the Appropriations 
Committee forced the Interior Committee to switch over to 
appropriations for the minerals bill. fhen the House itself 
killed both bills. 

The House Banking Committee also was forced to switch 
over to appropriations for the Small Business Investment Bill 
and the Depressed Areas Bill. In both cases the Senate was 
forced to accept the switch. A second big housing bill 
involving more than $1 billion ultimately died on the House 
floor when backers narrowly missed a two-thirds margin needed 
for passage under the parliamentary procedure governing the 
bill. 

The question of financing by this device came up on May 
21, 1958, in the House during the debate on the admission of 
Alaska into the Union. It was debated in the Senate on June 9, 
1958, during discussion of the Small Business Investment Act. 
On February +, 1959, the argument erupted again in the House 
during discussion of the Veterans' Housing Bill. The Senate 
then had the most significant of all debates on this subject 
in early July of 1959, during discussion of financing the 
Development Loan Fund of the Mutual Security Authorization 
Billi. The following discussion affords a closer look at these 


particular debates. 
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On Mey 27, 1958, the bill to provide for the admission 
ef the State of Alaske was brought to the floor of the House 
of Representatives. Congressman Cannon of Missouri, Chairman 
ef the House Appropriations Cosmittee, immediately submitted a 
point of order that a bill containing unprivileged matter 
leses its privilege and therefore the Committes on interior 
end Insular Affairs had no authority to bring it to the floor 
at that time. 2 Ihe wnprivilezed matter resulted from the pill 
being reported by a legislative committee but containing appro- 
priations. this was in violation of clause 4, rule 21, of the 
House, limiting the reporting of appropriations to the Commit- 
tee on Appropriations. The bill, he stated, provided payment 
to Alaska of certain proceeds which otherwise would be deposit- 


C Another section of 


ed te the Treasury of the United States. 
the bill required payment of Federal funds to the State of 
Alaska. 
was this an appropriation in a legislative bill? 
Chairman Smith of the House ules Committee, a staunch 
eritic of backdoor spending, argued that any langvage in a bill 


which orders the payment of money from the Treasury without the 





privilege relates to the order of ousiness under the 
rPuies. issentialiy it means that the most important matters 
of business are greatly expedited by a speeifie right of 
immediate consideration by the House. (Nouse Aules and Manuel) 


Oncommencing with the year during which Alaske is adwrit-~ 
ted inte the Union, the Secretary of the Treasury, at the 
close of each fiscal year, shall pay to the State of Alaske 
7O percent of the net proceeds, aa determined by the Secretary 
of the Interior, derived during such fiscal year from all sales 
of sealsdins or sea otter skins .. .* 





Toe 
























eiebinke a 2) doNUIRL OF OS) otf (EEC! TS 
cum Mal PO Wout? aa? of ‘kiyewe mew ateaté Jo 
certiec »tveess 30 cow) aumtersye § 86 aera atone 
/ haetempe Cihtnt fewest peer e lero anes Febery 
seftw Sepeitsl cw ediatates /ft5 « Jed? zaina to 8 
velvelcl ov eertsanrd o4f ote teat) oe wpeliaer: 88 
soot) «@! of Th sehen’ oF ot) veiiee oo let whic 4 
(iia 028 eee) Aline) eel iee mepetivivge oft t, 
“whist Si deeA Ties fod weet Seege eyizatatgs( 4 yh datso 
met? 32 LT are «4 mepein Se aoleainty of aev aia) 
-tieal ©? of seoliedewyews Ve PE esege4 ot? 

Jaomyad Cebrrew i Retate ae , file oh otto theta 
(i keyet oy idee eplesegee (Glne Beepeegy oTistee Te eee 
oo pebtwer eeureme 9 petcte Moric pit Lo qommsort oth 
Ye stadt aly oc chourt Convhes Wo termes Sociepies Of 


\1LAd wvvdetelend @ ed wehleldeerape ae ele? “ 

termmould » ,oel lime belie eeu’ alt tc eile: 2 
(tid «at speegods que (Ae! Meigs penton yeeneoet 6 08 
wi Jowts! oe yrs 2. Be Hee ee 








~ wud ete aa ‘Wo Taw wat ar Ubretoa 


eecldr ae 
Me Tape wit 
Cie? toe ee lok caval! a 


—Sisne of saint’ Gone) Dee & 

ot] Le 
. <— of 
Ries 








qlareqees 
eciae [Te 





. ~ » Bales 7 


22 


Pequirement of further action by the Congress is undoubtedly 
an appropriation. fhe jurisdiction of the Committee on Appro- 
priations had been clearly invaded. Alaska could be just as 
goog a state and just as complete without this language as 
with it. 

Those whe sought to have the point of order overruled 
cited precedents permitting in an admission bill the including 
of matters necessary to accomplishment of the purposes fer 
whieh privilege is given. Matters of extraerdinery importence 
shoulda be expedited and not bettled up behind lesser matters. 
After all was not the State of Wyoming admitted under the same 
rule end same circumstances? This bill provided that 5 percent 
of the proceeds from the sale of public lands should go to the 
state of Wyoming end further eppropriated $20,000 to defray 
the cost of a state censtitutional convention, / 

The Speaker of the House in preparing to rule on this 
point of order indicated thet he had suspected that such a 
point of order would be raised and with the House Frarliemen- 
tarian hed made a research of decisions of previous Speakers, 
In those cases Cited, previous Speakers had permitted the 
including cf matters necessary for the accomplishment of the 
purpose for which privilege was given. ihe Speaker in making 
the decision stated: 

» « » that where the major feature of the bill relates to 


the admission of a new State, lesser provisions incidental 
thereto do not destroy its privilege when reported by the 
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rd, 85th Cong., 2d Sess. 
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Committee on Interior and Insular Affairs, end, therefore, 
fer these and many Other reasons, the Chair overrulus the 
point of order. 


The language that some Congressmen hed so violently 


denounced as relating to apprepristions thus stayed in the 
bill. 





On June 9, 1956, in a 3enate debate on the Small Business 
Investment Bill, Senator Robertson of Virginia sxic thet he 
would raise a point of order against a section of the bill 
which authorized the Small Business Administration to borrow 
a total of $250 million from the [reasury snd authorized the 
Treasury to borrew funds in order to make this money available. 
ahe greunds for this point of order would be that this proce- 
dure violated Senate Rule RXV. 7 

Senator Robertson discussed at some length and in criti- 
eal vein the matter of borrowing from the Treesury. He noted 
thet during his service as « member of the Congress since 1933 
there hed been many debates anc discussions in both Houses 
eoneerning the question of legisletion in an appropriation 
bill. But he could not recall ea Genete discussicn of the 
gmestion of en appropriation in a legisletive bill. this 


method cf appropriating funds was used during the depressicn 





Sipid., pe 9216. 


Punder Rule ZXV of the Standing Aules of the Senate, all 
proposed legislation dealing with appropriation of the revenue 
for the support of the Government must be referred to the 
Committees on Appropriations. 
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Years and during ¥orld war Il and perhaps was justified as 
these were emergency situeticns. But its use in recent years 
hed become increasingly commonplace. He placed the cumuletive 
total of direct borrowing from the fremsury at £152 bLllion as 
of June 35, 1957, with $28 billion still outstanding. the 
Senator also stated: 
If the Banking and Currency Committee can use this proce- | 
dure to finance any new program its memvers desire, there 
is no reason why al] the other committees cannot do the 
same. I would not be et a11 surprised if an attempt is 
made in the near future to finance the entire foreign aid 
pregrem by direct borrowing from the Treasury, thus avold- 
ing the risx of having these funds ext by the Appropria- 
ticns Committee. In fact, there already is precedent for 
such actien. The $3.7 billion loan te mnglend in 1946 and 
the $60 million loan to Spain in 1950 were finaneed by 
direct borrowing from the Ireasury. If the violation of 
rule AXV is permitted te continue, an endless number of 
Government programs could be financed in this manner. 
Senator Case of South Pakota supported Senator Rovertson 
noting that he had first raised this point of order in connect- 
ion with the Housing Act of June 26, 19/9, while he was a 
member of the House of Representatives.++ He hac rveised it on 
one other occesion in the Senate but did net ask for a ruling | 
as he felt the Senate had an inadequate amount of material to | 
| 
make clear the issues involved. 
Later in the discussion, Senator sobertson stated that 
in view cf the magnitude of the question and since the members 
of the Senate shculd have a little more notice of what is 


involved, the point of crder would not be made. He also 
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1958, Vol 
supra, pe 18. 
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thought that an adverse ruling from the Chair might create a 
precedent--particularly if no section was taken by the Senate to 
overrule it. 

After this, Senator Fultright received permission to have 
two statements printed in the Necord presenting his views in 
Opposition to such a point of crder. Senator Case received 
permission to have printed in the Record a letter from the 
Comptroller General dealing with this subject.“ 

So the Senate had not yet sjuarely faced the Lssue, but 
it hed been put on guard that the issue would be brought up 


again later. 











the next significant backdoor spending debate of recent 

years tcok place on the floor of the House on Feoruary 4, 1959. 
ihe bili being considered was the Veterans’ Housing 8111. this 
bill was designed to provide additional funds for airset loans | 
te veterans and to increase the celling on the interest rate | 
for these loans. fhe particular language upon which the debate 
was based: 

in addition to the sums authorized in this subsection, the 

Secretary of the Treasury shall alse advance te the Admin- 

istrator such additicnal sums, not in excess ef &3°0 

miliicen as the Administrator gay request... 


Ho point of order was mede on this bill. Ccngressman 





12st stements and letter appear on page 9447 of the 
meeord of June 9, 1958. | 


13y,3 S., Congressional Record, Séth Cong., lst Sess., 
1959, Voi. 105, HO.» 19, Pe 1628. 
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Budge of Ideho, while not opposing the b1l11, called to the 
attention of the House thet (1) the ;roeeedure called for in 
this legislation had net been considered by the Committee on 
Appropriations and that (2) if this bill was adopted the House 
gould lose its prerogative of starting approgriation bills; if 
the Eouse followed this procedure, they coulc certsinly expect 
it from the Senate. 

Congressman Gary of Virginia veiced strong objeeticn to 
this procedure on the grounds that it was the single most 
important way that control of the purse was being lost by 
Congress--no adequate review was made of funds being spent. 


Opposing Congressmen pointed out that money used in this 


program was not lost to the Treasury. As a matter of fact, tne 


direct loan program showed a very nice return to the taxpayers 
even though 1t was not crested primarily for that purpose. 
After expiration of the loan jrogram, they pointed cut, ail 
repayments of principal and interest would revert to the 
treasury end since veterans have s recerd cf paying off thelr 
leans on an average of 10 years, the prograz would snow a net 
gain to the texpayers of huncreds of millions of doilars by 
1965. Besides, if the increased interest rate provided suffi- 
ecient money the Administrator of the program would not have to 
draw any of the 6300 million. 

The bill was passed authorizing thut sums not in excess 
of $209 million dollars be advanced by the Treasury and that 
the interest rate be raised from 4 3/4 pereent per year to 


5 1/4 percent per yeer. 
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the issue of baca«door spending was lest amid legisletion 


“hich most agreed was sorely needed for a very good program. 


ve bate on the evelopment 





Gn July 1, 1959, during Senete floor discussion of the 
Mutual Security BlLil, Senator Case of Scuth bakote raised a 
point of order against a preposal by the Fereign Nelcetions 
Committee to place development loans to foreign lands on a 
public debt transaction basis, <Aececording to Senatcr Case, 
funds for these loans would be drawn cut of the Llreasury, and 
therefore such funds would constitute appropriations. én 
appropriation could not ve made in a legislative bill reported 
by the Foreign Relations Committee--appropriations must be 
reported only by the Appropriations Committee. 

Senator Fulbright of Arkensas, Chsirman of the roreign 
X@lations Committee, feit that this restriction would effect- 
ively put an end to development losns. Senator Aiken of 
Vermont read to the Senate a long list of programs supported by 
public debt transactions, end argued that if the Case point of 
order were sustained all of these ,rograms would be subject to 
the Same loss of freedom. 

Un the advice of the Farliawentarian, the Chair ruled 
against the point of erder, justifying the ruling on the 
grounds that the practice objected to had been followed in many 
previous lews. The Senate had acquiesced in thet practice and 
no previcus objection had been raised. 


This touched off a very interesting parliamentary 
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situation. Senator Case temporarily eppexled from the decision 
of the Chair, intending te withdraw the efpesi after making a 
Statement. Sensing increased support, however, he later changed 
hie mind and decided not to withdraw the appeal. This announce- 
went was followed by further debate whieh was eventually cut 
short by Senator Aiken who moved to lay on the table the appeal 
from the ruling of the Chair, 1* the Chair ordered a yea-orenay 
Vote on the motion to table the appeel. ihus a vote “yea” on 
the motion to table amounted to a vote in oppesition to the 
point of order and in favor of continuing the loan procedure. 
There were 42 "yeas" and 48 "neys", sc the motion to tebdle was 
rejected and the appeal still was open to é vote. It appeared 
by the preliminery vote thet Senator Case had «at lust gathered 
enough support to overrule the decision of tne Chair on the 
point of order. The Senate was very close to the test that it 
had previously managed to sidesterp. 

Senate Majority Leeder Johnson, sensing thet the Senate 
W&S prepared to throw all of the public cebt programs inte perna- 
ament jeopardy, with the help of a threatened filibuster by 
penmator Morse cf Cregon, managed to get an adjournment before a 
final vote, 

What happened later that night remains a matter of 
controversy. Johnsen claias that he made a rapid count of noses 


tried without success to sway the judgments of several «who had 





Wone purpose of such a moticn is te enable the boay te 
lay aside the pending question in order to attend to more 
urgent business. Consideration of the pending guestion may de 
resumed later. (Mason's Manual of Legislative Procedure) 
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voted in favor of the point of order, and concluded thet if 
the Case wotion came te « vote the following cay it was certsin 
to be carried, ?? 

The test never came. The next morning Senator Johnson 
worked out e compromise with the Minority Leader, Senator 
Dirksen, who had directed the Repuolican forces in support of 
Senator Case the night sefore. ihe points of agreement between 
the two leaders, with the consent of Senator Case, were three: 
(1) that the appeal from the ruling of the Chair on the point 
of order woulc be withdrawn, (2) that the Development Loan 
Fumd would be reduced in scope snd would receive funds only 
through regular appropristion bills, (3) that tha entire issue 
ef backdoor spending would be referred to a special inguiry 
by the Senate iiules Committee, 

The Mutual Security 5111 as debated directed the Treasury 
to turn over five billion dollars from the sale of bones to the 
Ceveloprent Loan Fund for making loens to agencies of foreign 
countries at the rate of & billion dollars a year for the next 
five years. The compromise authorized direct appropriation of 
$700 million for the Development Loan Fund fer fiseal year 1960 
and $1.1 billion in fiseal 1961. 

The settlement was presented to Senator Fulbright, 
Chairman of the Foreign Relations Cemmittee. He regarded the 
reduction in the bevelepwent Loan Fund as a blow aimed et his 
own prestige and the effectiveness of the Mutual Security Bill 


but he finally egreed to the compromise. Later in the day the 
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compromise was approvec on the floor by voice vote and the 
peint of order was withdrewn. 
A final decision on the principle of public debt tran- | 
sactions had been evoided--but at the price of surrendering 
its use in an area in which advocates velieved that the | 


freedom which it grants would have been garticularly useful. 





AS a result of the renewed congressional interest in 
backdoor spending, Senator Lyndon Johnson on August 21, 1959, 
received wnenimous consent on the floor of the Senate to have 
printed on the back paze of the Congressicnal Record a table 
(Table Il) showing the status each day of new obligaticnal 
authority provided by the Congress outside the appropriation 
process. This table was in addition to the table already 
appearing there deily (Table 1) showing the status of apprepria- 
tien bills ected upon by the Congress. Table II appeared daily 
from August 2lst to the end of the session. 

As soon as this table began to appear, opponents of back- 
deor spending began to pick at it. Senator virksen called 
attention to an error but passed it off as a misprint. But he 
Was not so willing to pass off the fact that the new table dic 
not adequately emphasize the acticn teken by the Senate cr the 
ultimate results. On September 15th he cited incompleteness 
and inaccuracies in both Table I ana Table II of the back page 
and received unanimous consent tc have printed on the next to 
last page a Table No. 2 "correcting" Table II of the back page 


aid a Table No. 3 showing a complete anaivsis of censPessionai 


= no” 

















t Mtn wea eter wl sscdl ach ae Seriegw _ ‘ 
be eee ete $ 

~mst S8U> sipdey to wlaberiey ett ov miladsee 6 a4 
sritewertur So 4ofwy 243 Qe Vee~-femlovs ied | wi 


eco (at? Gere tind stasis OS ob bOte co. 


a e o— - 


oi IRES tietow irre!) eee We Piece U2eeuy FL axl 


af Taree, (Aigehiy ges Geernes ad fo tiumeg @ 
Piss || tt ‘ehh 2 Aone voen 3 =) ee option 
‘ 

wee Bee a8? fo toe T A oe jae cust lao 
oieed & Oe" Deeleeetgond AS? To bey Bed acl 
leammliagiioo oe I (eP @ae0 aetiads atl act ecole +ee 
wllerermye at) neuer fern) fee um MeAvww 
Vewris Afoul eof a5 Guctlone wt see efass obet 


@ 
o 


—alve9tGas 1 obtele ee? sudeoste (1 afdat) efias Simi? 505) 
tidat Bpkee 12 PLNWE cemerpeod ei? et eau eedew se 4 
OO-ive a Le hoe al! of Jats 
“465 WS STrameyye , Me OF cape AidAT obit ts Doe -< 
tiie maemes pepe .9h Pe Bole oD gees 
<< Tet sJuitgerme @ 64-97% 94 Seeeag ded secu 24 BD 
114 eipel oem ear tat? 2ac7 aoe Fie fee5 of gclili> os 
ww) 76 efeew) oc) ( Gepee GOLTSS 1) OE Dee 3 aya 
2404sFewmnl Urlis ml A7¢i semmedgsd oO pee Leees wipes 
=e fee Oe fe OT afdal se i wat sie ot ente 
ol Seac aA? we PePee4y Ted ol Jocenas Od ase 
4905 Soa wi S18 afte Soe agama hoa 
fanoréastghos 16 éfe¥ions SFSfGwOo 5. gn iW ) 











31 


actions on appropriations. Figures obtained from the Budget 
Bureau by Senator Dirksen showed the Fresident's reguest to be 
$5,220 million in backdcor spending with an increase by the 
Congress of $381 millicn. Figures obtained from the same 
source by Senator Johnsen showed $6,400 million for the request 
of the Fresident with a decrease of $699 millien by the 
Congress. ihe differences could not be reconciled at the time 
although, according to Senator Virksen, it was a matter of 
‘interpretation and refinement, "2° ihe tables proposed by 
Senator Dirksen appeared in the sNecord on September 15 and 
Ceteber 5, 1959. 

Gn September 10, 1959, Congressman Curtis of Missouri, on 
the floor of the House, included in the Record three sets of 
corrections for Table I, a revised Table II, and a iable III 
Whieh included $1,663,900,9C90 in spending increases not request- 
ed by the Fresident but "saipped over" in the other two 
tables. ?/ Congressman Cannon on Cctober 5, 1959, remarked in 
the Reeord that the tabulations furnished by Congressman Curtis 
were misleading and inaccurate. Congressmun Cannon had furn- 
ished his own tables on September 15th for the deccrd. 

There was no lack of figures for the tables on the back 
page (or any other page) but no one seemed to agree on the 


correct set of figures. 





16) 5. 19%: RES SECURE) is Lik 86th CONE. § iat Sesse - 
1959, Vol. 105, No. 165, pre 1153-16154. 


W7ipid., No. 160, p. 17475 
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ttempted Reform--Chenging 
2USC and Senate nules 


The stumbling block upon which attempts by Congress to 
curb backdoor spending have tri;ped is the cefiniticn of an 
appropriation. If agreement is reached that certain language 
in pending legislation relates to appropriations, then no bacx- 
deer spending argument develops. The legisleticn must be 
referred to the appropriations committees. It is these cases 
thet circumvent the appropriations committees thet give rise to 
renewed efforts toe change the rules cf the Senate ana the 
House. ihe changes suggested would make it clear that all 
money bills would have to be referred to the appropriations 
committees. 

Congressmun Smith of Virginia, Chairmen of the House 
Rules Committee, on July 25, 1968, introduced « resolution 
Gesignecd to curb the bypassing of the House Appropriations 
Committee.2© no action was taken on this resolution. However, 
Congressman Smith introduced a similar resolution, H.es. 161, 
on February 4+, 1959. this resolution would amend clause 4 of 
Sule XAI of the House to read: 

4, No bill or joint resolution carrying approprietions or 
other language that will permit the withdrawal of money from 
the Treasury without further action by the Congress, or 
earrying other autherity to create obligations by contract 
in advance cf appropriations, shall be reported by any 
copmittee not having jurisdiction to report appropriations, 


mor shell an amendment proposing such appropriation or with- 
Grawal or such other authority be in order during the 





185 nes. 646. Such a Tresclution does not become a law. 
It simply changes one of the House rules of procedure. ihe 
Senate could still continue passing bills or amending House 
measures to permit beckdoor spending. 
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eonsideration of a bill or jcint resclution rezcrted by a 
committee not having that jurisdiction. A point of order 
mey be raised against any such appropriation, language, or 
amendment at the appropriate time during the reading of the 
bill or joint resolution for amendment. ? 

The House Rules Committee held hearings on this resolu- 
tion on six different occasions during February and March of 
1959. these hearings produced an unusually cleer picture of 
the disposition of power in the Nouse. Some of the strongest 
foes and sturdiest defenders of the Appropriations Cormittee 
were called es witnesses. the tcp men of the Appropriations 
Committee testified in favor of the resolution. Strong opro- 
sition came from the heads cf the committees who felt their 
authority threatened by the Appropriaticns Committee. the 
Caairmen of the Agriculture Committee, Sanxing and Currency 
Committee, and Chairman Vinson of the Armed Services Committee 
testified that their programs would be crippled by the Smith 
resclution. Chairman Vinson dealt ea damaging blow when he 
said: 

I have followed the chairman of this committee around here 
for 30 years, and I plan to continue to follow hin in the 
future, but I can not approve a resolution that would cause 
disester 8 some of the nation's most important dcefense 
projeets.“~ 
Alse in opposition te this resolution was Speaker of the House 
Sam Rayburn who veiced kis cbjections to reporters during the 


Rules Committee Hearings. 









a) 





195.5., Congress, House, 4meniing Cisuse 2(a) of Rule 2] 
and Cieuse 4 of ule ZX] of the Rules of the House of 
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At the conclusion of the hearings, Chairman Smith of the 
Rules Committee recognized that he lecked a majority and never 
called for s vote. No further action has been texen on the 
resolution and it ls still sending in the Aules Committee, 
likely never to reach the floor ef the House. 

On March 11, 1959, Senator Byrd of Virginia introduced a 
Similar resolution which, in part, reads: 


o « -Subsection (b) of rule ZXV of the Standing ules of 
the Senete is emended to read as follows: 

(b) Committee on Appropriations. . .to which Committee 
Shall be referred 211 proposed legislation, messages, 
petitions, memorials, and other matters relating to the 
fellowing subjects: 

le Expenditure authorizations. As used in this para- 
graph, the term ‘expenditure authorizations! means current 
(phage permanent appropriations, contract authori- 
zations, authorizations to expend from public or corporate 
debt receipts, cancellation cof obligations of Government 
agencies to the Treasury, reappropriations, resuthorizations, 
and any other eutherizetions to withdraw moneys from the 
Treasury of the Un} fed Stetes except. . .for the payment 
of private claims. 


Senator Thurmond had on February 17, 1959, introduced a 
resOlution, 5.Res. &1, which contained language similar to 
thet later introduced in the Byrd resolution. 

Both of these resolutions were referred to the Senate 
Committee on cules and Administration. lic ection has been 
taken to date by the Rules Committee in spite of the snnounce-~ 
went by the Chairmen on January 7, 1960 that efter dispositicn 


of various money resolutions, they would be considered, “* 





215 Con. ies. 16. A concurrent resolution does not 
become law but changes a joint rule of the Senate and House. 


, 86th Cong., 24 Sess., 
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IVY. SUMMAATZATICN AND CONCIUSIORG 





Among the arguments used by proponents of the publie 





debt transection ars the following: 

1. There have been many precedents where this type of 
financing has been used, 

2. On constitutional grounds, lending money from the iress- 
ury that will be repeid is not appropriations for the support 
of the Government. Money is not withdrawn from the Treasury 
wmtil the freasury has no further claim te the money. 

3. Since the cublic debt transacticn ie most usually 
employed in Government lending programs or in the financial 
operetion cf Government corporations, this provides a sounder 
method of providing capital than appropriations. it is not 
feasible for a Government lensing program to be earried on a 
year-to-year basis. Wo lending institution could efrectively 
operate if it could mot be sure thet on the first day of the 
mext fiseal year ifs doors would be open or closed. Xo busi- 
ness concern can operate without long range plans. The soublic 
debt expenditure device allows needed flexibility in program 
operations. 

%. Public debt transactions are not out from under control 
of Congress; control merely originates in a legislative com- 
mittee rather than the appropriations committees. 
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5. Appropriations committees should not assume policy 
functions. When the appropriations procedure is used instead 
ef public debt transactions, appropriations committees, by 
withholding funds, could change policies adopted by legislative 
committees. 

6. If some way is not found to get around the power of the 
eppropriations committees, the remainder of the House and 
senate will become mere ratifying bodies, subject to the pro- 
posals brought forth from the appropriations committees. 

7- If all spending were approved by the appropristions 
committees, determination of the amount of fund authorizations 
would be delayed because both the legislative and the appro- 


priations committees would have to examine the operations and 


needs of the progran. 





Opponents counter with these arguments; 

1. Under the Constitution, money cannot be drawn from the 
ireasury except in consequence of appropriations made by law. 
The word is drawn, not expended. Since public debt transac- 
tions draw money from the Treasury, they must be appropriations, 
Appropriations, under the rules of both the Senate and the 
House must go through the eppropriations committees. there- 
fore, the provision for public debt transactions should be 
changed to an authorization for appropriations. This would be 
in consonance with the rules. 


2. It is vitally important not to by-pass the review 
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procedures involving tne appropriations committees. Growing 
use of the public debt transaction could seriously impair the 
congressional power of the purse. 

3. The merits of the particuler progrem are not en issue in 
this probiem. Members of Congress could support a program but 
stili insist that it be financed according to the rules. 

4. Sustaining a point of order raised against a bill from 
@ legislative ecowwittee on the ground that it. carried appro- 
priation language would not affect any other programs on the 
statute bocks similarly financed. If would, however, set a 
precedent which could be used on later occesions. 

S. With regard to contract suthorizations, the only function 
of the appropriations committees is te provide the funds to 
liquidate obligations inevrred. This is nothing mere then a 
fPubber stamp orecedure insofar as the sppropriatiens process is 
concerned, 

6& Legislative committees consider matters sith special 
meeds in mind, not in censideration of total needs of the 
Government end its abllity to meet then. 

7+ Cutting out backdocr spending will lessen the exrense 
of running the Government. If the bacadocr Spending of tar 
last. fourteen years had been subjected to the second look of 
the appropriations process, it is possible that there would 
have been fewer deficits and it is practically certain the 
aeficits would have been smaller anc the few surpluses larger. 

S. In some cases ectivities served are charged a lower rete 


of interest than the ireasury has to psy for the money which 
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it lends then. 
9. This device will increase the FPederal deficit and add to 
inflationary pressure. 

These in Congress whe cprose backdoor spending have been 
backed ur meny times by nongevernmental arthorities as well as 
official authorities. The U.S. Chamber cf Commerce has been 
one of the main nongovernmerital crities of the devices. tn 
the official side, the President, the Secretary of the Treus- 
ury, and the Comptroller General have been strong cpponents of 


backdocr spending. 


President's rosition 
The backdoor system cf spending drew this comment frcm 
President tisenhower in his message to Congress on the 1969 
budget: 
» » e@ven though there ere a few justifiable exce.tions, the 
practice of providing suthorizations to exvend from public 
debt receipts and contract avthority, outside the appropria- 
tions process is geperally inconsistent with scund standards 
of budget practice. 
the Fresident'a budget for fiscal 1961 contains ne proposals 


for new backdoor financing. 


Views of the Treasury vepartment 
Answering the argument that this is a legitimate borrow- 
ing process and not an appropriation of Frederal funds, Treas- 


ury Secretary Anderson kas steted: 





Ivelellen Smith, "will U.5. _—— ~iealy inte ee 
threugh Sackdoor Spending?", ne hss me of ws 14 
(September 26, 1959), p. 16. 
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I agree that a legislative enactment that permits money to 
be drawn from the Treesury is an appropriation,< 





Comptrolier General's Viewpoint 


Congress’ princigal financial officer, the Comptroller | 





General of the U.S., nas for many years criticized tne use of 
the public debt transaction technique for authorizing expen- 
dituresa. feveral times he has Stated that the normal eppre- 
yedation process shoild be used rather than the public debt 
transaction. The following statement sets forth his views: 
Autnorizations to finance threugh public debt transactions 
result in moneys being expended without the initial review 
by the appropriations committees and are usually stated in 
terms of a continuing maximum amount of obligations to the 
Treasury which can be outstanding at any time, thus svoid- 
ing the annual reviews by thé appropriations committees. 
we believe that the financing of loan programs through 
publie debt transactions, by combining program euthority 
with funding, tends te perpetuete programs thet might not 


otherwise stand the test of continued congressional 
scrutiny. 


Billions of dellars are authorized for expenditure each 
year with no control being exercised by the House and cenete 
Appropriations Committees. Yet, they are the only two commit- 
tees which ere concerned with the spending budget as 4a whole; 
and they are the only two committses which might, under more 
fevorable circumstances than now exist, actually contre] the 


budget. 





“tetter from Hon. sobert B. anderson, Secretary of the 
ireasury, to Congresaman J, Vaughen Gary, August 12, 1955. 


Stetter from Hon. Joseph Campbell, Comptroller General 
ef the United States, tc Senator Franeis Case, June 6, 1955. 
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The need for full annual control ef spending euthoriza- 
tions through the appropriations process 1s clearly evident. 
The second look, which Congress can teuxe Chrough the appropria-~ 
tions process with the expert guidance of the appropriations 
committees, is the Ssefaguard of Congress in enactrent of 
expenditures. By allowing the public debt transection to 
fiourish, Congress has encouraged special interest groups and 
legislative committees themselves to svcid the budgetary 
contrel provided by the normal appropriation precess. 

The ebvicus soluticn seems to be to eliminate the public 
debt transaction and previde that funds required for activities 
--~lending or othervise--be subjected to the normal appropris-~ 
tion process with Congress getting a double cneck on each bill 
end am enmual review of the programs. 

Attempts to change the House and tenete iules te elimi- 
mate the by-passing of the aporcopristicns committees have not 
succeeded. However, the attempts to change the rules have had 
& profounc effect ujon the passage of money Dills. Some bills 
ofiginally intended to be passed providing for use of the 
public debt transactions have been changed to appropriations 
bills or have been killed. 

The renewed interest of the Congress in this problen 
brings the revision of the rules ever closer to reality. the 
skirmish on the floor of the Senete in cormection with the 
vevelopment Loan Fund came close te a real test of the present 
rules. 


Ferty loyalties are net so deminant in this issue as in 
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mest issues. ith the powerful appropriations committees 
against the device, the effort to deal with the issue by 
suppressing it is running out of time. 
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» « enever lend any money to anyoody unless they 
don't need it. 
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